SECOND  PROGRESS  REPORT 
of  the 
STUDY  OF  HIGHWAY  EXCISE  TAX  STRUCTURE 


Report  of  the  Secretary  of  Treasury 

to  the  United  States  Congress 

Pursuant  to  Section  507 

Public  Law  95-599 

Surface  Transportation  Assistance  Act  of  1978 


U.S.  Department  of  Treasury 
Washington,  D.C. 
October  1981 


\%\ 
c.i 

SECOND  PROGRESS  REPORT 
of  the 
STUDY  OF  HIGW;AY  EXCISE  TAX  STRUCTURE 


Report  of  the  Secretary  of  Treasviry 

to  the  United  States  Congress 

Pursuant  to  Section  507 

Public  Law  95-599 

Surface  Transportation  Assistance  Act  of  197S 


LIBRARY 

JUL  12 1982 

ROOM  5001 
TREASURY   DEPARTMENT 


U.S.    Department   of  Treasury 
Washington,    D.C. 
October   1981 


DEPARTMENT  OF  THE  TREASURY 

WASHINGTON.  D.C.     20220 


Assistant  Secretary 


C"*^  ..  1  1981 


Dear  Vir .    Chairman: 


Enclosed  is  the  second  interim  report  of  the  Treasury 
Department  on  the  study  of  the  administration  and  compliance 
burdens  arising  under  the  highway  excise  tax  structure  as 
required  by  Section  507  of  the  Surface  Transportation  Assistance 
Act  of  1S78.   This  report  is  associated  with  the  second  progress 
report  on  the  Federal  highway  cost  allocation  study  required  of 
the  Department  of  Transportation  by  Section  506  and  transmitted 
to  Congress  in  January  19S1. 


Sincerely, 


The  Honorable 

Dan  Rostenkowski 

Chairman 

Corami-ctee  on  Ways  and  Means 

Washington,  D.C.   20515 

Enclosure 


Crohn  E.    Cnapoton 


DEPARTMENT  OF  THE  TREASURY 

WASHINGTON.  D.C.     20220 


Assistant  Secretary 


C'"  01  iS81 

Dear  Mr.  aiairman: 

Enclosed  is  the  second  interim  report  of  the  Treasury 
Department  on  the  study  of  the  administration  and  compliance 
burdens  arising  under  the  highway  excise  tax  structure  as 
required  by  Section  507  of  the  Surface  Transportation  Assistance 
Act  of  1973.   This  report  is  associated  with  the  second  progress 
report  on  the  Federal  highway  cost  allocation  study  required  of 
the  Department  of  Transportation  by  Section  506  and  transmitted 
to  Congress  in  January  1981. 


The  Honorable 

Robert  Dole 

Chairman 

Senate  Finance  Committee 

Washington,  D.C.   20510 

Enclosure 


Sincerely, 
-/  John  E.  Chapoto 


CONTENTS 

I .  Requirement  for  Report 1 

II.  Scope  of  Project 1 

Tax  Administration  and  Compliance 2 

Tax  Equity 4 

III .  Administration  and  Compliance  Review 3 

Comments  on  Use  Tax  on  Heavy  Motor  Vehicles  -- 

IRC  Section  4481 10 

Alternatives  to  Current  Administration 

(Use  Tax  on  Heavy  Motor  Vehicles) 13 

Other  Forms  of  State  Assistance 16 

Other  Options  :   Decal/Sticker  System 20 

Comments  on  Individual  Excise  Taxes : 

Diesel  and  Special  Motor  Fuels 22 

Alternatives  to  Current  Administration 

(Excise  Tax  on  Diesel  Fuel) 23 

Gasoline 24 

Lubricating  Oil 25 

Trucks  and  Trailers 26 

Truck  Parts  and  Accessories 27 

Tires ,  Tubes ,  and  Tread  Rubber 29 

Tax-Free  Transactions 30 

IV.  Equity  of  Current  Taxes 33 

Revenue  Allocation 34 

Cost  Allocation 35 

V.  Suggested  Modification  in  Existing  Excises 37 

Increase  in  Motor  Vehicle  Fuel  Taxes 38 

Modification  in  Manufacturers  Excise  on 

New  Trucks  and  Trailers 33 

Repeal  of  the  Tax  Rate  on  Truck  Parts  and  Accessories..  39 

Modifications  in  Heavy  Vehicle  Use  Taxes 41 

Rescinding  the  Tax  on  Lubricants 41 

Taxes  on  Tires,  Tubes,  and  Tread  Rubber 42 

VI.  Views  of  Taxpayers  and  Other  Interested  Groups 42 

Appendix  A 

Highway  User  Taxes:   Rates  and  Collections, 

Fiscal  Year  1980 43 

Appendix  B 

Surface  Transportation  Assistance  Act  of  1978 44 

Appendix  C 

Specific  Exemptions  from  Highway  Trust  Fund  Taxes 46 


Second  Progress  Report  of  Study  of  Highway  Excise  Tax 

Structure  as  Required  by  Section  507  of  the  Surface 

Transportation  Assistance  Act  of  1978  (Public  Law  95-599) 


I .   Requirement  for  Report 

Section  507  of  the  Surface  Transportation  Assistance  Act  of 
1978  directs  the  Treasury  Department,  in  consultation  with  the 
Secretary  of  Transportation  and  the  Staff  of  the  Joint  Committee 
on  Taxation,  to  review  the  excise  taxes  now  dedicated  to  the 
Highway  Trust  Fund  1/   with  respect  to  administrative  aspects  and 
taxpayer  compliance  burdens,  and  to  recommend  improvements  in 
excise  taxation  which  would  enhance  tax  administration,  equity, 
and  compliance.   In  the  alternative,  the  Treasury  can  recommend  a 
new  system  of  raising  revenues  to  fund  the  Trust  Fund  which  would 
meet  the  objectives  of  improved  administration,  equity,  and  com- 
pliance.  The  recommendations  are  to  be  formulated  in  conjunction 
with  the  recommendations  of  the  cost  allocation  study  to  be 
carried  out  by  the  Department  of  Transportation  as  required  by 
section  506  of  the  Surface  Transportation  Assistance  Act.   (The 
texts  of  sections  506  and  507  are  reproduced  as  appendix  B) . 

II .   Scope  of  Project 

The  legislative  mandate  of  section  507  directs  the  Treasury 
Department  to  review:   (1)   excise  taxes  currently  dedicated  to 
the  Highway  Trust  Fund,  and  (2)  alternative  means  of  raising 


T7   Appendix  A  lists  the  rates  of  the  various  highway  use  taxes 
and  receipts  therefrom  in  fiscal  year  1980. 
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revenues  to  finance  the  Highway  Trust  Fund.   The  purprose  in  both 
cases  is  to  ascertain  whether  financing  of  the  Highway  Trust  Fund 
can  be  improved  in  terms  of  tax  administration,  compliance,  and 
equity.   The  summary  of  progress  made  to  date  in  achieving  these 
objectives  is  organized  around  four  general  issues:   (1) 
criteria  for  evaluating  tax  administration  and  compliance,  (2) 
criteria  for  evaluating  tax  equity,  (3)  review  of  excise  taxes 
currently  dedicated  to  the  Trust  Fund,  and  (4)  review  of  possible 
changes  in  the  current  system  of  financing  the  Trust  Fund. 

A.   Tax  Administration  and  Compliance 

The  lower  the  costs  of  collection  and  enforcement  and  the 
less  complex  it  is  to  define  the  tax  base,  the  lower  the  cost  to 
the  Treasury  of  achieving  a  given  degree  of  compliance  and/or  of 
collecting  a  given  amount  of  revenue.   The  First  Progress  Report, 
identified  a  number  of  specific  areas  to  be  examined  in  assess- 
ing the  administration  and  enforcement  of  both  existing  and  pro- 
posed highway  excise  taxes. 

With  respect  to  collection  and  enforcement,  the  First 
Progress  Report  emphasized  the  extent  and  complexity  of: 
following  up  on  delinquent  returns,  auditing  of  taxpayers' 
returns,  and  seeking  non-filers.   The  report  also  identified 
several  legal  complexities  entailed  in  defining  the  tax  base. 
These  include  problems  entailed  in  distinguishing  between  taxable 
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and  non-taxable  items  and  in  determining  eligibility  for 
exemptions,  credits,  and  refunds.   Related  to  these  complexities 
are  general  interpretative  problems  inherent  in  those  excises 
levied  at  the  manufacturing  rather  than  the  retail  level.   These 
problems  pertain  to  determining  what  constitutes  manufacturing 
and  determining  the  taxable  sale  price  in  the  case  of  ad  valorem 
manufacturers'  excises. 

Though  lower  costs  per  dollar  of  revenue  collected  are  an 
important  benefit  of  improved  tax  administration  and  enforcement, 
the  relation  between  such  improvements  and  tax  equity  should  not 
be  overlooked.   The  distribution  of  effective  as  opposed  to 
statutory  excise  tax  burdens  is  partly  affected  by  ability  to 
administer  and  enforce  the  various  excises.   If  some  excises  can 
be  more  readily  administered  and  enforced  than  others,  the  share 
of  Trust  Fund  revenues  actually  paid  by  different  user  groups  may 
differ  from  the  shares  intended  by  statute.   As  a  consequence  the 
actual  share  of  Trust  Fund  revenues  contributed  by  particular 
user  groups  may  either  exceed  or  fall  short  of  the  intended 
share.   Hence,  facilitating  the  administration  and  enforcement  of 
taxes  currently  dedicated  to  the  Trust  Fund  may  affect  the  dis- 
tribution of  actual  tax  liabilities  among  different  user  classes. 
Furthermore,  whether  any  proposed  alternative  tax  will  actually 
enhance  equity  will  depend  partly  on  the  ease  with  which  the 
proposed  tax  may  be  administered  and  enforced. 
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B .   Tax  Equity 

Two  equity  issues  were  identified  in  the  First  Progress 
Report:   (1)   allocating  the  costs  of  financing  the  Federal  Aid 
Highway  system  between  users  of  Federal  aid  highways  and  the 
general  public,  and  (2)  allocating  the  proportion  of  costs  to  be 
borne  by  users  among  particular  classes  of  users.   The  Treasury 
Department  has  supported  requiring  direct  users  to  pay  the  full 
costs  of  facilities  and  services  provided  by  the  Federal 
government.   This  is  consistent  with:   (a)  requiring  Federal 
highway  expenditures  to  be  financed  by  taxes  on  Federal  highway 
users  rather  than  by  taxpayers  in  general,  and  (b)  matching 
highway  excise  tax  liabilities  of  particular  user  classes  with 
their  highway  usage. 

Use-based  criteria  for  determining  both  the  level  and  dis- 
tribution of  Federal  taxes  dedicated  to  financing  specific  goods 
and  services  may  be  justified  on  several  grounds.   Allocating  tax 
liabilities  on  the  basis  of  use  is  fair  in  that  users'  tax 
payments  correspond  to  amounts  that  would  be  paid  if  the  good  or 
service  were  provided  privately  rather  than  publicly.   Tailoring 
tax  payments  to  usage  also  promotes  the  efficient  allocation  of 
society's  scarce  resources  by:   (a)  encouraging  economically 
rational  use  of  existing  facilities  as  well  as  provision  of  new 
facilities,  and  (b)  discouraging  excessive  reliance  on  publicly 
financed  goods  and  services  rather  than  on  appropriate  private 
sector  substitutes. 
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Public  facilities  such  as  highways  and  airports  provide 
several  distinct  services.   For  example,  a  highway  provides 
services  to  individual  automobile  owners  and  to  a  variety  of 
commercial  surface  transportation  activities.   Because  a  variety 
of  different  services  are  provided  by  the  same  public  facilities, 
assigning  appropriate  charges  for  the  use  of  such  facilities  is 
complex.   In  particular,  it  is  necessary  to  confront  the  issue  of 
whether  user  charges  may  be  properly  assigned  on  the  basis  of 
cost  data  alone  or  whether  data  on  the  benefits  derived  from  use 
are  also  required. 

The  CBC  report.  Guidelines  for  a  Study  of  Highway  Cost 
Allocation,  distinguished  among  three  types  of  highway  con- 
struction costs:   uniquely  occasioned  costs,  jointly  occasioned 
costs,  and  common  costs.   The  first  category  include  costs 
incurred  to  provide  a  particular  service  to  a  single  type  of 
user.   For  example,  scenic  overlooks  along  federal  aid  highways 
appear  to  be  occasioned  by  passenger  vehicles,  including 
recreational  vehicles.   Determining  the  appropriate  user  charge 
in  this  case  is  straightforward:   those  using  the  specialized 
facility  should  pay  the  costs  of  providing  it.   When  a  single 
facility  provides  multiple  services  to  a  variety  of  different 
users,  the  costs  may  be  either  jointly  occasioned  or  common.   The 
important  distinction  is  that  jointly  occasioned  costs  may,  in 
principle,  be  causally  attributed  to  different  users,  while  such 
causal  attribution  of  common  costs  is  not  possible. 
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Highway  pavement  costs  —  which  represent  roughly  one- 
quarter  of  the  cost  of  federal  aid  roadways  —  are  an  example  of 
jointly  occasioned  costs.   That  is,  though  a  paved  road  serves 
both  cars  and  trucks:   (a)  thicker  pavement  is  required  to 
accomodate  vehicles  with  greater  axle  loads,  and  (b)  for  a  given 
pavement  thickness,  pavement  wear  is  greater  the  greater  the  axle 
load  of  vehicles  using  the  road.   Both  factors  imply  that  some 
portion  of  pavement  costs  may  be  causally  attributed  to  different 
classes  of  vehicles.   However,  in  practice  the  absolute  share  of 
costs  attributed  to  heavy  trucks  as  opposed  to  automobiles  will 
differ  depending  on  the  actual  procedure  used  to  attribute 
pavement  costs . 

Common  costs  include  items  such  as  minimum  right-of-way- 
costs  ,  or  pavement  costs  attributable  to  weather  and  other 
environmental  forces,  that  are  incurred  in  meeting  the  needs  of 
all  users.   Because  cost  attribution  to  different  user  classes  is 
not  possible,  common  costs  should,  in  theory,  be  allocated 
according  to  the  relative  benefits  of  highways  to  different  user 
classes.   However,  because  the  incidence  of  benefits  is  difficult 
to  determine,  cost  shares  must  be  allocated  on  another  basis. 
The  CBO  Study  recommends  that  common  costs  be  allocated  in  pro- 
portion to  vehicle  miles  traveled  because  it  is  a  traditionally 
used  measure  which  is  readily  understood  and  accepted.   However, 
the  CBO  Study  recognizes  that  common  costs  may  also  justifiably 
be  allocated  in  other  ways  consistent  with  a  variety  of  economic 
and  social  objectives. 
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In  allocating  both  highway  costs  and  federal  excise  tax 
contributions  among  users  it  is  important  to  distinguish  between 
classes  of  users  and  individual  members  of  each  class.   Costs 
which  are  allocated  to  a  particular  user  class  must  be  further 
allocated  among  members  of  the  class.   This  is  a  formidable  task, 
both  conceptually  and  in  practice.   In  some  cases,  costs  which 
are  either  uniquely  or  jointly  occasioned  by  a  class  as  a  whole 
will  be  common  among  the  individual  class  members.   In  other 
cases,  definable  cost  shares  may  be  logically  attributed  to 
different  members  of  a  class.   However,  in  practice,  measurement 
of  such  shares  may  be  extremely  difficult. 

Moreover,  individual  users  of  the  federal  aid  highway  system 
occasion  other  costs  in  addition  to  the  capital  costs  of 
highways.   These  include  costs  due  to  noise  and  air  pollution,  as 
well  as  congestion  costs.   One  concern,  raised  in  the  public 
comments  to  the  Second  Progress  Report  of  the  Transportation 
Department,  is  whether  attempts  should  be  made  to  include  such 
indirect  costs  in  determing  the  cost  responsibility  of  users. 
The  principal  issue  is  whether  federal  excise  taxes  should  be 
designed  to  price  the  cost  of  highway  trips  efficiently  and 
equitably,  or  to  price  the  cost  of  intermediate  inputs  in  the 
production  of  trips. 

The  emphasis  in  both  the  CBO  report  and  the  Second  Progress 
Report  of  the  Transportation  Department  is  on  allocating  the 
burdens  of  direct  highway  construction  and  maintenance  costs 
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rather  than  of  indirect  costs.   There  are  several  reasons  for 
this  emphasis.   First,  indirect  costs  are  extremely  difficult  to 
measure.   Second,  indirect  costs  incurred  by  a  given  user  are 
more  likely  to  vary  by  geographical  location  than  are  direct 
costs.   This  implies  that  federal  user  charges  based  on  indirect 
as  well  as  direct  costs  would  have  to  vary  by  region  which 
conflicts  with  the  objective  of  geographical  uniformity  in 
federal  taxation. 

Ill .   Administration  and  Compliance  Review 

At  the  request  of  the  Office  of  Tax  Analysis,  the  Internal 
Revenue  Service  is  conducting  the  first  major,  comprehensive 
study  of  the  administration  of  taxes  dedicated  to  the  Highway 
Trust  Fund.   In  1979,  the  Service  organized  a  study  group  to 
review  and  analyze  each  tax  now  dedicated  to  the  Highway  Trust 
Fund.    The  study  group  Chairperson  is  a  member  of  the  staff  of 
the  Assistant  Commissioner  (Planning  and  Research).   Other  study 
group  members  are  from  the  offices  of  Assistant  Commissioners  for 
Taxpayer  Service  and  Returns  Processing,  Compliance,  Technical, 
Data  Services  (on  an  as-needed  basis),  and  the  Office  of  Chief 
Counsel.   Also,  Regional  Commissioners  have  designated  members  of 
their  staffs  to  assist  the  National  Office  study  group  in  its 
tasks.   The  study  group  reviewed  Congressional  Budget  Office 
Guidelines,  prepared  and  refined  the  study  plan,  and  initiated 
the  data  gathering  phase  of  the  Study. 
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Calendar  year  1980  has  been  used  to  gather  data  on  the 
administration  of  these  taxes.   In  addition,  the  Service  has 
cooperated  with  the  Treasury  Department,  with  input  from  the 
Department  of  Transportation  and  the  staff  of  the  Joint  Committee 
on  Taxation,  in  determining  what  specific  tax  options  should  be 
evaluated  in  detail. 

During  1981,  the  study  group  will  complete  its  review  and 
analysis  of  each  of  the  existing  taxes  and  prepare  recommenda- 
tions, where  appropriate,  for  administrative  and  legislative 
changes  in  administering  the  existing  highway  excise  tax 
structure.   In  addition,  the  Service  will  complete  its  evalua- 
tion of  the  administrative  and  compliance  features  of  candidate 
new  taxes  to  be  included  in  possible  alternative  structures  for 
funding  the  Highway  Trust  Fund. 

Public  Comments.   The  study  group  has  continued  its  review 
of  each  of  the  existing  highway  excise  taxes.   At  the  request  of 
the  Office  of  Tax  Analysis,  the  Chairperson  and  other  representa- 
tives from  the  study  group  have  attended  informal  meetings  with 
representatives  of  the  Motor  Vehicle  Manufacturers  Association  of 
the  United  States,  Inc.,  the  Truck  Equipment  and  Body  Distri- 
butors Association,  Inc.,  and  the  Truck-Trailer  Manufacturers 
Association,  Inc.   Comments  regarding  current  administration  of 
these  taxes  by  the  Internal  Revenue  Service  have  been  generally 
favorable . 


-10- 
Comments  on  Use  Tax  on  Heavy  Motor  Vehicles  —  IRC  Section  4481 

Background   Section  4481  of  the  Internal  Revenue  Code 
imposes  an  annual  tax  on  the  use  of  highway  motor  vehicles  with  a 
taxable  gross  weight  of  26,000  pounds  or  more.   VThen  this  section 
was  first  added  to  the  Internal  Revenue  Code  in  1956,  the  rate 
was  $1.50  per  annum  for  each  1,000  pounds  or  fraction  thereof  of 
taxable  gross  weight.   On  July  1,  1961,  the  rate  was  raised  to 
$3. 

The  tax  period  begins  on  July  1  and  ends  the  following  June 
30.   The  tax  is  incurred  when  the  first  "taxable  use"  of  the 
vehicle  takes  place  during  the  tax  period.   "Taxable  use"  means 
operating  the  vehicle  with  power  from  its  own  motor  on  any  public 
roadway  in  the  United  States.   The  taxpayer  is  required  to  report 
the  tax  on  vehicles  in  use  on  a  public  roadway  in  July  on  a 
return  filed  by  the  last  day  of  the  following  August.   If  the 
taxpayer  subsequently  acquires  and  operates  an  additional 
vehicle(s),  or  operates  a  vehicle(s)  which  he/she  owned  but  did 
not  previously  operate  on  a  public  roadway,  he/she  must  file  an 
additional  return(s)  and  pay  a  prorated  tax.   If  the  taxpayer 
sells  a  vehicle,  or  if  one  is  destroyed  or  otherwise  disposed  of, 
the  taxpayer  who  has  filed  a  return  showing  the  tax  for  that 
vehicle(s)  is  not  allowed  a  refund  or  credit  for  the  tax  paid  on 
that  vehicle(s)  for  the  remaining  months  in  the  tax  period.   If 
the  person  liable  for  the  tax,  at  the  time  of  the  first  taxable 
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use,  pays  the  tax  and  later  sells  the  vehicle(s),  the  new 
owner (s)  does  not  have  to  pay  the  tax  for  the  same  tax  period. 
However,  if  the  old  owner  does  not  pay  the  tax,  the  new  owner(s) 
may  have  to  pay  the  full  tax  if  he/she  puts  the  vehicle{s)  to  a 
taxable  use  in  the  tax  period. 

Taxpayers  report  the  tax  on  Form  2290,  Federal  Use  Tax 
Return  on  Highway  Motor  Vehicles .   The  form  requires  taxpayers  to 
figure  the  tax  based  upon  the  type  (single  units,  tractor-trailer 
combinations,  truck-trailer  combinations,  or  buses)  of  vehicle(s) 
and  the  taxable  gross  weight  category  for  the  type  of  vehicle. 
There  are  7  categories  listed  for  single  unit  trucks,  8  listed 
for  tractor- trailer  combinations,  6  categories  for  truck-trailer 
combinations ,  and  1  category  for  buses . 

In  the  past,  the  Service  conducted  an  annual  program  to 
promote  compliance  among  taxpayers  potentially  liable  for  the 
tax.   Vehicle  registration  data  from  the  various  States  was 
secured  from  a  private  contractor.   The  data  then  were  matched 
against  the  Service's  magnetic  tapes  showing  records  of  filings. 
This  comparison  allowed  the  Service  to  identify  apparent 
discrepancies  involving  nonfiling  or  a  discrepancy  between  the 
number  of  vehicles  shown  on  the  return(s)  as  filed  vis-a-vis  the 
number  of  vehicles  indicated  on  the  State's  registration  records. 
After  researching  the  Service's  files,  if  it  appeared  that  a 
taxpayer  liable  for  the  tax  had  not  filed  a  return,  the  Service 
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Center  then  attempted  to  resolve  the  apparent  discrepancy  through 
correspondence  with  the  taxpayer.   Cases  that  could  not  be 
resolved  in  the  Service  Center  were  sent  to  the  various  District 
Offices  for  further  action.   Most  cases  sent  to  District  Offices 
initially  were  handled  also  by  correspondence  and  telephone 
contacts . 

Cases  that  could  not  be  resolved  by  these  methods  were 
assigned  to  revenue  representatives  and  revenue  officers  for 
personal  contact  with  taxpayers  to  secure  the  delinquent 
return{s).   Cases  involving  an  apparent  discrepancy  regarding  the 
number  of  vehicles  shown  on  a  return  which  has  been  filed  were 
referred  to  the  Examination  Division  as  leads  for  possible  audit 
of  the  taxpayer's  records. 

Because  of  the  lack  of  uniformity  among  the  States  in 
recording  axles,  weights,  and  types  of  vehicles,  the  State 
registration  data  secured  by  the  private  contractor  did  not 
readily  lend  itself  to  the  success  of  the  Service's  highway  use 
tax  compliance  program.   Often,  the  Service  expended  resources, 
both  its  own,  and  those  of  taxpayers  who  were  contacted 
unnecessarily . 

In  addition  to  registration  data  obtained  from  the  afore- 
mentioned private  contractor,  districts  also  currently  obtain 
data  from  State  motor  vehicle  registration  offices  and  contact 
those  taxpayers  for  whom  there  is  no  record  of  filed  return(s). 
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Alternatives  to  Current  Administration  (Use  Tax  on  Heavy  Motor 
Vehicles ) 


Collection  by  the  States.   Since  all  States  now  require 
registration  of  trucks  and  buses  for  use  on  the  public  highways, 
one  of  the  most  attractive  alternatives,  and  one  which  has  been 
discussed  often  since  the  inception  of  the  highway  use  tax,  has 
been  the  possibility  of  integrating  collection  of  the  Federal  use 
tax  with  the  State  registration  systems.   State  registration 
systems  are  considered  highly  effective  in  that  outright  evasion 
of  any  registration  system  is  rare.   Also,  since  owners  already 
register  their  vehicles  with  States  on  an  annual  basis,  this 
proposal  would  simplify  the  filing  and  payment  of  the  tax. 

First,  legislation  could  be  sought  requiring  States  to 
enforce  the  Federal  use  tax.   Such  a  requirement  would  have  the 
advantage  of  relieving  the  Internal  Revenue  Service  from  the 
responsibility  for  actually  enforcing  the  tax.   However,  there 
are  potential  issues  of  constitutionality  which  might  have  to  be 
resolved . 

Second,  the  Internal  Revenue  Service  could  enter  into 
agreements  with  the  States,  seeking  their  cooperation  in  the 
actual  collection  and  enforcement  of  the  tax.   This  would  require 
51  separate  agreements  outlining  rights  and  duties  of  both 
parties.   Since  State  collection  would  not  be  nearly  as  effective 
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or  efficient  as  it  could  be  unless  the  States  withheld  their 
registration  for  nonpayment  of  the  Federal  highway  use  tax, 
legislative  action  probably  would  be  needed  at  the  State  level. 
Negotiation  of  agreements  and  amendments  of  State  statutes  might 
mean  that  a  lengthy  period,  perhaps  2  to  3  years,  would  elaspe 
before  any  important  benefit  could  be  derived  from  State 
collection.   Such  agreements  would  be  similar  to  the  agreements 
now  in  effect  for  the  safeguarding  of  taxpayer  information  in 
Federal-State  exchange  programs.   The  proposed  agreements  might 
be  more  cumbersome  to  operate  since  they  would  involve  the 
collection  and  transfer  of  funds  and  a  tax  which  normally  is 
extended  for  several  years  rather  than  being  made  permanent. 
There  may  also  be  additional  operating  difficulties,  plus 
conceptual  and  administrative  problems.   For  example,  methods 
would  have  to  be  devised  to  deal  with  duplicate  registrations 
among  the  various  States,  and  with  variation  among  the  States' 
registration  years  and  the  Federal  taxable  periods.   Legal  and 
political  questions  regarding  State  authority  to  enforce  a 
Federal  law,  and  possible  controls  by  the  Federal  Government  over 
State  employees  in  the  performance  of  a  Federal  function,  would 
have  to  be  resolved.   For  example,  what  authority  would  a  State 
have  to  enforce  the  tax,  and  how  would  this  mesh  with  the 
procedural  and  administrative  provisions  contained  in  Subtitle  F 
of  the  Internal  Revenue  Code?  Some  inducement,  though  not 
necessarily  direct  monetary  payment,  would  have  to  be  offered  as 
an  incentive  for  States  to  assume  the  additional  administrative 
burden  of  collection  and  enforcement  of  this  tax. 


-15- 

A  third  option  for  inducing  the  States  to  collect  the 
Federal  highway  use  tax  would  be  to  enact  legislation  providing 
taxpayers  with  a  credit  toward  their  Federal  highway  use  tax  for 
payment  of  a  State  highway  use  tax  which  satisfied  Federal 
requirements  defining  an  equivalent  mechanism  for  funding 
projects,  and  which  met  highway  cost  criteria.   In  effect,  this 
approach  would  substitute  a  State  tax  for  all,  or  part,  of  the 
Federal  tax.   It  might  operate  utilizing  a  credit  system  similar 
to  that  now  used  in  the  Federal  unemployment  tax  structure. 

A  credit  system  would  have  the  advantage  that  States  would 
collect  their  own  tax  rather  than  a  Federal  tax.   However,  the 
problems  of  duplicate  registrations  and  differences  between  State 
and  Federal  tax  periods  would  remain.   Also,  unless  all  States 
could  be  induced  to  enact  a  State  highway  use  tax,  raising  at 
least  as  much  revenue  as  required  from  each  class  of  vehicle  as 
necessary  to  meet  Federal  highway  aid  criteria.  Federal  tax 
administration  would  only  be  eased  rather  than  eliminated. 
Moreover,  if  all  States  responded  to  the  credit,  a  portion  of 
highway  use  tax  revenues  currently  dedicated  to  the  Federal  trust 
fund  would  be  controlled  by  the  States.   It  would,  therefore,  be 
necessary  to  address  the  issue  of  how  these  funds  should  be  used 
by  the  States. 

-  At  a  minimum,  all  States  should  be  induced  to  enact  some 
State  highway  use  tax,  even  if  the  amount  of  the  tax  was  such 
that  taxpayers  would  still  have  to  file  a  return  reporting  the 
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difference  between  the  amount  paid  to  the  States  and  the  tax 
mandated  on  the  Federal  level.   Compliance  would  be  assisted  by 
the  change  since  State  efforts  to  enforce  their  own  taxes  should 
have  a  beneficial  impact  on  taxpayer  education  and,  thus  might 
have  a  "spill  over"  effect  on  the  Federal  highway  use  tax. 
Perhaps  more  importantly,  State  records,  which  could  be  made 
available  for  cross-verification  purposes,  would  show  taxable 
vehicle  information  and  information  on  who  is  liable  for  the  tax. 
Current  records  show  vehicles  which  may  or  may  not  be  liable  for 
the  Federal  tax.   In  addition,  often  the  party  shown  on  State 
registration  records  is  not  the  party  liable  for  the  Federal  use 
tax . 

Other  Forms  of  State  Assistance 

While  not  involving  collection  of  the  tax  by  the  States, 
other  proposals  have  been  discussed  which  would  require  the 
States  to  otherwise  assist  the  Internal  Revenue  Service  in 
enforcement  of  this  tax.   First,  uniformity  in  State  vehicle 
licensing  requirements  would  allow  the  Internal  Revenue  Service 
to  devise  or  adopt  a  "uniform"  or  "model"  procedure  that  would 
facilitate  any  system  for  securing  "leads"  on  potentially  liable 
taxpayers.   Since  more  than  half  of  the  States  now  register 
vehicles  by  "declared  gross  weight,"  the  adoption  of  that 
criteria,  as  advocated  in  the  Second  Progress  Report  on  the 
Federal  Highway  Cost  Allocation  Study,  would  assist  in  better 
utilization  of  existing  State  vehicle  registration  records. 
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If  all  States  registered  vehicles  on  this  basis,  preparing 
lists  of  vehicle  owners  to  be  contacted  would  be  made  more 
efficient.   However,  the  Internal  Revenue  Service  still  would 
have  to  devote  considerable  resources  to  following  up  on  these 
leads.   Also,  States  would  have  to  be  encouraged  to  rearrange 
their  registration  requirements  to  facilitate  collection  and 
enforcement  of  Federal  highway  use  taxes . 

A  second  approach  for  State  assistance  would  be  for  States 
to  require  vehicle  owners  to  show  proof  of  payment  of  the  Federal 
highway  use  tax  prior  to  registering  the  vehicle  for  travel  on 
the  public  roads.   While  this  approach  appears  simple  and 
logical,  it  is  impossible  under  the  existing  structure  of  the  tax 
and  would  be  administratively  cumbersome  if  necessary  changes 
were  not  made  in  the  statute  to  effect  such  a  proposal.   At  this 
time,  liability  for  the  Federal  highway  use  tax  does  not  arise 
until  after  the  vehicle  is  used  on  the  road  and  the  State  does 
not  allow  the  vehicle  to  be  used  on  the  road  until  it  is 
registered.  Therefore,  the  timing  of  the  tax  would  have  to  be 
changed  before  the  Internal  Revenue  Service  could  even  experiment 
to  determine  whether  States  would  be  willing  to  implement  this 
system.   The  Service  logically  would  have  to  change  the  reporting 
system  to  allow  returns  to  be  filed  and  proof  of  payment  secured 
from  local  offices,  rather  than  having  taxpayers  send  returns  to 
Service  Centers  covering  multi-State  areas.   Otherwise, 
purchasers  of  vehicles  would  be  delayed  for  some  period  of  time 
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before  they  could  legally  register  the  vehicle  and  operate  it. 
This  would  impose  a  tremendous  financial  hardship  on  vehicle 
purchasers,  especially  small  businesses.   The  additional  volume 
of  vistors  to  local  offices  would  be  the  equivalent  of  that  now 
experienced  by  the  States  in  registering  trucks  and  buses.   While 
the  Internal  Revenue  Sevice  does  not  have  precise  staffing  pro- 
jections at  this  time,  it  anticipates  the  additional  volume  would 
be  significant.   In  addition,  since  the  Service  has  most  of  its 
contacts  with  taxpayer  via  correspondence,  some  purchasers  would 
find  it  inconvenient  to  physically  go  to  a  local  office  to  pay 
the  tax.   Since  there  would  be  additional  resource  expenditures 
to  implement  this  essentially  self-policing  system,  such  an 
approach  would  be  cost  efffective  only  if  improved  compliance 
significantly  offset  the  additional  costs. 

A  third  approach  for  assistance  by  the  States  would  be  the 
use  of  information  returns  by  the  States.   States  could  file  an 
information  return  showing  the  relevant  information  on  ownership, 
leasing,  and  taxable  weight.   States  already  file  information 
returns  showing  amounts  of  unemployment  compensation  paid  —  so 
there  is  precedent.   The  principal  advantages  to  this  approach 
are:   (1)   People  who  register  vehicles  could  be  given  a  copy  of 
the  information  return  and,  thus,  would  be  alerted  to  their 
Federal  tax  liability  at  the  time  of  registration  and  (2)  States 
could  be  required  to  file  these  information  returns  rather 
frequently,  perhaps,  quarterly,  which  would  reduce  the  lag 
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between  the  time  when  the  purchaser  registers  the  vehicle  and 
when  he/she  is  contacted  by  the  Internal  Revenue  Service  if  no 
return  is  filed. 

Regardless  of  which  option  is  selected  as  a  matter  of 
policy,  increased  State  involvement  in  collection  and  enforcement 
is  essential  to  the  effective  administration  of  highway  use  taxes 
for  a  variety  of  reasons.   First,  the  Internal  Revenue  Service  is 
now  expected  to  devote  an  inordinate  amount  of  staff  and 
budgetary  resources  to  collect  a  small  amount  of  Federal  highway 
use  tax  relative  to  the  revenue  raised  from  income,  employment, 
estate  and  gift,  and  other  excise  taxes.   Second,  States  are  far 
better  equipped  to  handle  the  particular  responsibility  of 
collecting  highway  use  taxes  since  States  already  maintain  a 
registration  system  and  have  the  road  policing  capabilities  to 
monitor  and  enforce  compliance  effectively  and  efficiently. 
Third,  since  the  tax  would  be  more  efficiently  enforced  and  the 
taxpayer's  reporting  burden  eased  if  the  tax  and  State 
registration  fees  could  be  paid  simultaneously,  taxpayers' 
confidence  in  this  area  of  tax  administration  would  be 
enhanced  greatly.   Finally,  State  involvement  is  imperative  in 
the  collection  and  enforcement  of  any  revised  Federal  highway  use 
tax,  such  as  that  proposed  by  the  Transportation  Department, 
involving  direct  taxes  on  gross  weight  coupled  with  higher  tax 
rates . 
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Other  Options;   Decal/S ticker  System. 

One  proposal  which  has  been  studied  and  restudied  over  a 
period  of  years  has  been  whether  or  not  a  sticker  or  a  decal 
should  be  used  to  denote  payment  of  the  Federal  highway  use  tax. 
States  now  use  stickers,  decals,  or  often  tags  attached  to 
license  plates  to  show  that  registration  and  other  highway  taxes 
have  been  paid. 

Although  proposals  have  varied  regarding  specific  details, 
the  basic  idea  is  that  a  sticker  or  decal  would  be  issued  by  the 
Internal  Revenue  Service  for  display  on  trucks,  truck  tractors, 
and  buses  as  evidence  that  the  use  tax  has  been  paid  or  that  a 
tax  return  covering  the  vehicle  has  been  filed.   Proponents  claim 
that  this  proposal  would  have  a  substantial  and  favorable 
psychological  impact  on  taxpayers.   Moreover,  it  is  claimed  that 
enforcement  problems  would  be  substantially  reduced  because  the 
stickers  would  be  self-policing  since  compliant  truckers.  State 
operated  truck   weighing  and  inspection  station  operators,  and 
State  police  officers  would  report  all  noncompliant  vehicle 
operators.   Opponents  have  cited  many  reasons  for  their 
opposition.   One  is  that  utilization  of  the  stickers  would 
require  road  policing  to  be  effective,  and  the  Internal  Revenue 
Service  personnel  assigned  to  civil  tax  cases  do  not  have  police 
powers,  equipment,  or  training.   Also,  there  would  be  erroneous 
and  duplicate  reporting  of  noncompliant  vehicles  resulting  in 
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overlapping  and  nonproductive  investigations.   In  addition,  both 
taxpayers  and  the  Service  would  have  problems  with  meshing  the 
need  for  securing  the  stickers  quickly,  with  the  Service's 
emphasis  on  processing  returns  at  Service  Centers  rather  than 
local  offices. 

The  American  Trucking  Association  consistently  has  advocated 
the  use  of  stickers  on  the  basis  that  it  would  result  in  better 
compliance  and,  thereby,  reduce  the  competitive  disadvantage  that 
those  who  pay  the  tax  suffer  relative  to  those  who  do  not  pay  the 
tax.   The  Department  of  Transportation  has  favored  the  idea  at 
various  times  with  varying  degrees  of  enthusiasm.   The  Internal 
Revenue  Service  has  consistently  opposed  the  idea  due  to 
administrative  problems  and,  in  any  event,  the  issue  cannot  be 
satisfactorily  resolved  without  a  massive  test  program.   To  be 
effective,  such  a  test  program  would  require  enactment  of  a  civil 
penalty  for  not  displaying  a  sticker  and  sufficient  funding  for 
additional  staff  resources  to  enforce  the  program. 

While  the  Internal  Revenue  Service  might  not  alter  its 
opposition   to  the  use  of  stickers  or  decals  under  the  current 
structure,  the  sticker  system  might  be  considered  as  an 
operational  tool  if  States  can  be  persuaded  to  enforce  the  tax. 
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Cominents  on  Individual  Excise  Taxes;   Diesel  and  Special  Motor 
Fuels 


There  is  a  tax  of  4  cents-per-gallon  on  diesel  fuel  that  is 
sold  for  use  in  a  diesel-powered  highway  vehicle.   The  tax  also 
applies  to  special  motor  fuels  that  are  sold  for  use  in  motor 
vehicles  and  motorboats .   If  the  diesel  or  special  motor  fuel  is 
used  in  a  vehicle  that  does  not  have  to  be  registered  for  highway 
use,  a  2  cents-per-gallon  rate  applies  only  if  the  fuel  is  used 
in  the  taxpayer's  trade  or  business  or  in  an  activity  for  the 
production  of  income.   The  lower  rate  does  not  apply  to  fuel  used 
in  a  motorboat  unless  the  motorboat  is  used  for  commercial 
fishing . 

This  tax  is  the  only  excise  tax  dedicated  to  the  Highway 
Trust  Fund  which  is  imposed  on  the  retailer  rather  than  the  manu- 
facturer.  Since  the  tax  is  imposed  at  the  retail  rather  than 
manufacturing  level,  the  number  of  taxpayers  is  known  to  be  far 
greater  for  this  excise  tax  than  for  any  other.   The  Internal 
Revenue  Service  will  have  details  regarding  the  number  and 
characteristics  of  these  taxpayers  when  the  computer  extract  is 
received,  and  will  then  be  in  a  better  position  to  comment 
regarding  the  specific  numbers  involved.   It  is  known  that  many 
of  these  taxpayers  are  service  stations  and  similar  businesses 
which  lack  the  recordkeeping  and  accounting  support  found  in  a 
typical  manufacturing  situation. 

The  most  worrisome  problem  in  this  area  is  caused  by  the 
fact  that  tax-free  fuel  oil,  e.g.,  #2  home  heating  oil,  can  be 
diverted  for  use  in  lieu  of  taxable  diesel  fuel.   This  diversion 
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has  been  a  problem  of  unknown  and,  perhaps,  essentially  unknow- 
able proportions,  and  has  been  a  source  of  concern  for  both 
Federal  and  State  tax  officials . 


Alternatives  to  Current  Administration  (Excise  Tax  on  Diesel 
Fuel 


Dyeing  of  Diesel  Fuel.   The  possibility  of  recommending  a 
dyeing  program  to  distinguish  untaxed  middle  distillate  fuels 
from  taxable  fuels  continues  to  be  examined  by  the  Internal 
Revenue  Service.   Such  programs  already  are  utilized  in  several 
Canadian  provinces.  West  Germany  and  the  Netherlands.   Proponents 
of  this  proposal  claim  it  would  be  much  more  efficient  and 
effective  than  the  current  system  whereby  agents  check,  among 
other  sources,  tax-  free  sales  at  the  wholesale  distributor's 
level  and  then  secure  delinquent  returns  where  fuel  has  been 
diverted  to  taxable  use.   Opponents  point  out  that  a  significant 
financial  burden  would  be  imposed  on  the  industry  and  the  public 
to  install  the  mechanisms  for  dyeing  nontaxable  fuel  through  the 
national  distribution  system.   Also,  it  should  be  noted  that  the 
addition  of  the  dye  to  the  fuel  requires  some  road  policing  to  be 
even  marginally  effective  as  a  deterrent;  this  involves  some  of 
the  same  problems,  on  a  much  larger  scale,  as  are  involved  in  the 
sticker/decal  program  in  the  highway  use  tax. 

Evaluation  of  this  proposal  is  continuing. 

Taxation  of  Fuel  at  the  Wholesaler  or  Distributor  Level.   At 
first  glance,  one  of  the  most  appealing  alternatives  would  be  to 
tax  the  fuel  at  the  highest  possible  level  in  the  distribution 
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chain.   The  first  step  up  the  chain  would  cause  the  tax  to  be 
imposed  at  the  level  of  the  wholesale  dealer  or  distributor.   For 
the  purpose  of  consistency  and  ease  of  tax  administration,  it 
would  be  best  if  the  tax  were  imposed  at  the  producer  or  importer 
level  as  is  currently  done  for  gasoline  taxes.   Since  both 
proposals  would  tax  home  heating  oil  and  other  diesel  and  special 
motor  fuels  used  for  a  variety  of  nonhighway  purposes,  provisions 
would  have  to  be  made  to  provide  credits  or  refunds  of  all  or 
part  of  the  tax  paid  on  such  fuel . 

This  may  be  considered  too  onerous  a  burden  to  place  on  the 
public.   As  previously  stated,  it  undoubtedly  would  be  beneficial 
to  the  Service  as  tax  administrators.   However,  the  Internal 
Revenue  Service  is  reluctant  to  suggest  a  proposal  as  radical  as 
this  one,  since  it  would  raise  the  working  capital  needs  of 
distributors  and  require  users  of  untaxed  fuel  first  to  pay  the 
tax  and  then  to  seek  a  refund  or  credit.   The  number  of  refunds 
and  credits  this  would  require  is  enormous.   This  reluctance  is 
heightened  even  further  by  the  fact  that  there  is  no  evidence 
that  evasion  is  widespread  enough  to  warrant  drastic  action. 
This  proposal  will  continue  to  be  evaluated. 

Gasoline 

Under  section  4081  of  the  Code,  there  is  a  4  cents-per- 
gallon  tax  on  gasoline  sold  by  any  producer  or  importer. 
Gasoline  means  all  products  commonly  or  commercially  known  as  or 
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sold  as  gasoline  that  are  suitable  for  use  as  a  motor  fuel.   The 
definition  does  not  include  casing  head  or  natural  gasoline 
unless  they  are  blended  with  other  compounds  to  make  gasoline 
used  in  motors.  A  producer  includes  a  refiner,  compounder  or 
blender,  wholesale  distributor,  and  a  dealer  selling  gasoline 
exclusively  to  producers  of  gasoline  as  well  as  actual  producers . 

Recent  statutes  have  provided  an  exemption  from  this  tax  for 
gasoline  which  is  blended  to  produce  a  fuel  containing  at  least 
10  percent  alcohol,  commonly  known  as  gasohol.   The  Internal 
Revenue  Service  handles  this  exemption  in  a  similar  manner  as 
other  tax-free  sales,  with  "gasohol"  producers  filing  Form  637 
(as  discussed  elsewhere  in  this  report)  to  qualify  to  purchase 
the  fuel.   There  has  not  been  sufficient  time  to  gain  any 
meaningful  experience  in  auditing  these  sales.   However,  it  is 
believed  that  this  exemption  poses  the  potential  for  a  signifi- 
cantly increased  administrative  burden  given  the  current 
popularity  of  this  fuel  as  an  alternative  energy  source. 

Lubricating  Oil 

There  is  a  manufacturers'  excise  tax  of  6  cents-per-gallon 
imposed  on  lubricating  oil  sold  by  any  producer  or  importer.   If 
the  oil  is  used  in  the  taxpayer's  trade  or  business,  or  in  an 
activity  for  the  production  of  income,  but  not  in  a  highway  motor 
vehicle,  a  credit  or  refund  of  the  tax  is  available. 
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Every  person  subject  to  the  tax  on  lubricating  oils,  other 
than  cutting  oils,  must  register  with  the  District  Director  for 
his/her  place  of  business  before  entering  into  a  transaction  for 
which  any  tax  liability  will  be  incurred.   Other  provisions  apply 
to  oils  seldom  used  as  a  lubricant. 

Lubricating  oil  is  exempt  from  tax  for  oil  sold  by  a  pro- 
ducer to  another  producer  for  use  in  mixing  with  rerefined  oil. 
In  addition,  synthetic  lubricating  oils  are  exempt  from  tax. 

This  tax  seems  to  be  a  nuisance  to  both  the  taxpayer  and  the 
Internal  Revenue  Service.   If  alternative  taxes  can  be  used  to 
raise  the  same  revenue,  repeal  of  this  tax  should  be  seriously 
considered . 

Trucks  and  Trailers 

There  is  a  manufacturers'  excise  tax  of  10  percent  imposed 
on  truck  chassis  and  bodies;  truck  trailer  and  semitrailer 
chassis  and  bodies;  and  tractors  of  the  kind  chiefly  used  for 
highway  transportation  in  combination  with  a  trailer  or  semi- 
trailer.  The  tax  is  imposed  on  these  vehicles,  including  parts 
and  accessories  in  connection  therewith,  sold  by  the 
manufacturer,  producer,  or  importer.   There  is  no  tax  imposed  on 
light  duty  trucks,  i.e.,  vehicles  having  a  gross  vehicle  weight 
of  10,000  pounds  or  less. 
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One  administrative  and  compliance  problem  has  been  with 
determining  whether  light  duty  trucks  and  trailers  are  taxable  or 
not.   A  good  example  is  a  trailer  produced  by  a  metal  working 
shop  for  use  on  a  farm.   The  trailer  often  is  attached  by  a 
device,  known  as  a  "pintle  hooks,"  to  the  bed  of  a  light  duty 
pick-up  truck. 

Another  problem  has  been  with  the  taxation  of  acts  of 
"further  manufacture."   This  problem  occurs  when  a  purchaser,  or 
someone  performing  the  work  for  him/her,  substantially  modifies 
or  rebuilds  the  vehicle  after  its  purchase.   Tax  has  been  paid  on 
the  vehicle  as  it  was  sold,  but  often  purchasers  modify  the 
vehicle  after  its  delivery  for  specialized  use  such  as  in 
logging,  beverage  delivery,  and  a  variety  of  other  uses. 
Sometimes  a  tractor  is  wrecked  or  considered  old,  but  it  is  more 
economical  to  rebuild  the  vehicle  than  it  is  to  purchase  a  new 
vehicle.   These  operations  may  be  taxable,  which  means  that  truck 
owners  and  truck  repair  shops  can  be  liable  for  the  tax.   They 
may  be  unaware  of  this  liability,  and  they  frequently  lack  the 
accounting  assistance  available  to  larger  manufacturers. 

Truck  Parts  and  Accessories 

There  is  a  manufacturers'  excise  tax  of  8  percent  imposed 
on  the  sales  of  parts  and  accessories  (other  than  tires  and  inner 
tubes)  for  trucks.   This  tax  applies  to  the  separate  sales  of 
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such  articles,  but  not  to  articles  sold  by  the  manufacturer  of  a 
vehicle,  on  or  in  connection  with  the  vehicle.   This  tax  does  not 
apply  to  articles  suitable  for  use  (and  ordinarily  used)  on  or 
with  a  passenger  car,  trailer  suitable  for  use  with  a  passenger 
car,  or  a  house  trailer.   Parts  and  accessories  made  by  light 
duty  truck  manufacturers  are  considered  suitable  for  use  on 
passenger  cars  if  they  are  comparable  to  parts  and  accessories  of 
other  manufacturers  that  are  interchangeably  (and  ordinarily) 
used  on  their  trucks  and  passenger  cars. 

Parts  and  accessories  are  exempt  from  the  8  percent  tax  when 
sold  by  a  manufacturer,  producer,  or  importer  to  a  purchaser  for 
resale  on  or  in  connection  with  the  first  retail  sale  of  a  light 
duty  truck.  The  exemption  also  applies  when  the  first  purchaser 
resells  the  parts  to  a  second  purchaser  on  or  in  connection  with 
the  first  retail  sale  of  the  light  duty  truck. 

Some  taxpayers  liable  for  this  tax  have  commented  that  they 
encounter  severe  problems  in  maintaining  inventory  and  tax 
records  necessary  to  comply  with  the  provisions  of  this  tax. 
Manufacturers  must  identify  whether  a  part  is  taxable  or 
nontaxable,  and  then  track  the  part  through  its  distribution 
system  to  make  sure  that  the  part  retains  its  nontaxable  status. 

Some  trade  associations  contend  that  the  tax  should  be 
repealed,  and  that  other  factors,  such  as  warranty  requirements, 
"vehicle  safety  provisions,  and  the  cost  of  labor  would  stop 
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taxpayers  from  purchasing  a  stripped  down  vehicle  to  avoid  the 
tax  on  new  vehicles.   However,  other  trade  associations  believe 
that,  in  the  trailer  manufacturing  industry,  purchasers  will  have 
ample  incentive  to  purchase  stripped  down  versions  of  their 
products  and  finish  building  the  trailer  themselves.   If  the 
latter  group  is  correct,  compliance  problems  could  easily  result. 
Similar  compliance  problems  may  also  arise  in  connection  with  the 
tax  on  light  duty  trucks  and  parts  and  accessories  sold  in 
connection  therewith.   The  Internal  Revenue  Service  will  continue 
to  search  for  ways  in  which  the  administration  and  enforcement  of 
taxes  on  truck  parts  and  accessories  may  be  improved. 

Tires,  Tubes,  and  Tread  Rubber 

There  is  a  manufacturers'  excise  tax  on  the  following 
articles,  if  made  wholly  or  in  part  of  rubber,  sold  by  a 
manufacturer,  producer,  or  importer:   (1)  tires  of  the  type  used 
on  highway  vehicles,  including  certain  motorcycles,  and  certain 
minibikes  —  9.75  cents  a  pound;  (2)  original  equipment  tires  and 
inner  tubes  (other  than  bicycle  tires  and  inner  tubes)  on 
nontaxable  imported  vehicles,  equipment,  and  implements  —  9.75 
cents  a  pound  for  the  type  on  highway  vehicles;  for  other  tires 
—  4.75  cents  a  pound;  (3)  other  tires  except  certain  laminated 
tires  —  4.75  cents  a  pound;  (4)  laminated  tires  not  of  the  types 
used  on  highway  vehicles  —  1  cent  a  pound;  (5)  inner  tubes  for 
tires  —  10  cents  a  pound;  and  (6)  tread  rubber  —  5  cents  a 
pound. 


-30- 

There  are  some  technical  issues  such  as  determining  how  to 
weigh  articles  subject  to  the  excise  tax  on  tires,  tubes,  and 
tread  rubber.   However,  these  issues  can  be  adequately  addressed 
by  regulation  rather  than  legislation.   Moreover,  there  appear  to 
be  no  significant  administrative  or  compliance  problems.   Hence 
further  study  of  these  taxes  does  not  appear  to  be  required. 

Tax-Free  Transactions 

Taxpayers  may  buy  or  sell  articles  tax-free  if  they 
register,  using  Form  637,  Registration  for  Tax-Free  Transactions 
under  Chapter  32  of  the  Internal  Revenue  Code.  These  tax-free 
sales  may  be  made  only  if  the  manufacturer,  and,  where  appro- 
priate, first  purchaser,  and  second  purchaser  have  registered. 
Persons  subject  to  tax  under  sections  4081  (Gasoline)  and  4091 
(Lubricating  Oil)  must  register  before  incurring  any  excise  tax 
liability.   There  are  approximately  58,000  registrants  on  file 
nationwide . 

Form  537  lists  persons  who  may  register  in  order  to  engage 
in  tax-free  transactions,  when  such  transactions  are  permitted. 
Any  person  may  register  who  qualifies  as  follows: 

a.   Manufacturer  of  articles. 
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b.  Buyer  purchasing  articles  (other  than  tires  or  inner 
tubes)  for  use  in  further  manufacture  or  for  resale  to  a 
buyer  for  such  use . 

c.  Buyer  purchasing  tires  or  inner  tubes  for  use  on  or  in 
connection  with  the  sale  of  another  article  it 
manufactures.   (This  applies  only  if  the  buyer  sells  the 
other  article  (taxable  or  nontaxable)  for  any  of  the 
tax-free  purposes  indicated  in  section  4221  except  for 
use,  or  for  resale  for  use,  in  further  manufacture.) 

d.  Buyer  with  a  place  of  business  in  the  United  States 
purchasing  articles  for  export  or  for  resale  to  a  second 
purchaser  for  export. 

e.  Buyer  purchasing  articles  for  use  as  supplies  for 
vessels  or  aircraft. 

f.  Nonprofit  educational  organization. 


g.   Buyer  purchasing  bicycle  tires  or  inner  tubes  for  use  in 
the  manufacture  of  new  bicycles. 

h.   Buyer  purchasing  gasoline  for  nonfuel  purposes  as  a 
material  to  be  used  in  the  manufacture  of  another 
article . 
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i.   Buyer  purchasing  parts  for  use  on  a  bus  or  for  resale  by 
the  buyer  or  a  second  buyer  for  such  use,  or  tires, 
tread  rubber,  or  inner  tubes  for  use  on  an  intercity, 
local,  or  school  bus. 

Note:   Buyers  purchasing  tires  or  inner  tubes  for  use  in  the 
manufacture  of  bus  chassis  or  bodies  are  entitled  to 
a  credit  or  refund  of  the  excise  tax  on  tires  and 
inner  tubes  when  the  chassis  or  bodies  are  sold. 

j.   Producer  of  gasoline  (including  a  wholesale  distributor) 
who  purchases  gasoline,  or  a  manufacturer,  refiner,  or 
producer  of  lubricating  oil  who  purchase  lubricating  oil 
for  resale. 

k.   State  or  local  government. 

1 .   Buyer  purchasing  trash  containers . 

m.   Buyer  of  any  article  that  is  (1)  to  be  resold  on  or  in 
connection  with  the  first  retain  sale  of  a  light-duty 
truck  as  described  in  section  4061(a)(2),  or  (2)  to  be 
resold  by  the  purchaser  to  a  second  purchaser  for  resale 
by  the  second  purchaser  on  or  in  connection  with  the 
first  retail  sale  of  a  light-duty  truck. 
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n.   Producer  of  gasohol  who  purchases  gasoline. 

Form  637  is  filed  with  the  District  Director  for  the  district 
in  which  the  taxpayer's  principal  place  of  business  is  located. 
If  the  principal  place  of  business  is  not  the  United  States,  the 
form  is  filed  with  the  Director  of  International  Operations . 
Copies  of  Form  637  may  be  obtained  from  any  District  Director's 
office . 

In  general,  the  current  system  of  exemptions  and  credits  is 
rather  cumbersome,  and  in  some  cases  restricts  the  range  of  tax 
policy  options.   For  example,  ad  valorem  taxes  are  less 
attractive  administratively  when  certain  taxpayers  are  entitled 
to  credits. 

IV.   Equity  of  Current  Taxes 

Based  on  preliminary  findings  of  the  Section  506  cost 
allocation  study,  the  Department  of  Transportation  has  proposed 
several  alternative  excise  tax  structures  for  future  financing  of 
the  Highway  Trust  Fund.   These  alternatives  are  intended  to: 
(1)   ensure  adequate  funding  for  the  Trust  Fund  in  the  future, 
and  (2)  improve  the  matching  of  excise  tax  contributions  to 
highway  usage. 

Determining  the  amount  of  funds  to  be  raised  is  a  matter  of 
transportation  rather  than  tax  policy.   However,  because  the 
level  of  required  funding  affects  the  level  of  tax  rates, 
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assumptions  made  regarding  desired  or  needed  revenues  have  tax 
policy  implications.   Moreover,  it  is  conceivable  that  changes  in 
the  general  level  of  tax  rates  could  effect  the  evaluation  of 
specific  taxes  on  administrative  and/or  compliance  grounds. 

As  part  of  the  Section  506  cost  allocation  study,  the 
Department  of  Transportation  is  continuing  to  assess  whether  the 
current  structure  of  highway  use  taxes  allocates  the  burden  of 
financing  the  Trust  Fund  equitably.   This  assessment  is  based  on 
comparisons  between  the  amount  of  taxes  paid  by  each  vehicle 
class  and  the  costs  occasioned  by  that  class. 

Revenue  Allocation 

In  allocating  tax  burdens,  certain  assumptions  must  be  made 
concerning  the  shifting  and  incidence  of  highway  excise  taxes. 
The  assumptions  actually  used  are  not  explicitly  discussed  in 
the  portions  of  the  cost  allocation  study  which  have  been 
completed  to  date.   The  implicit  assumption   appears  to  be  that 
excise  tax  burdens  are  borne  fully  by  the  buyers  of  the  taxed 
goods.   This  assumption  is  justified  if  consumer  demands  for  the 
taxed  goods  are  insensitive  to  price  changes,  or  if  producer 
supplies  of  the  taxed  goods  are  infinitely  sensitive  to  price 
changes.   However,  if  both  consumer  demand  and  producer  supply 
are  sensitive  to  price  changes,  the  excise  tax  burden  will  be 
shared  between  buyers  and  sellers.   In  this  case,  the  actual 
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distribution  of  highway_excise  taxes  among  different  users  may 
differ  from  that  implied  by  tax  return  data.   Moreover,  some 
portion  of  the  tax  burden  would  be  borne  by  producers  of  the 
goods  subject  to  excise  taxation,  as  opposed  to  highway  users. 
Further  research  is  needed  to  ascertain  whether  different 
assumptions  regarding  the  incidence  of  excise  taxes  would 
significantly  affect  conclusions  drawn  about  whether  excise  tax 
burdens  are  allocated  fairly. 

Cost  Allocation 

The  general  procedure  used  in  the  Section  506  Study  to 
allocate  costs  among  different  classes  of  user  is  consistent  with 
that  outlined  in  the  CBO  Guidelines .   That  is,  highway  costs  have 
been  divided  into:   (a)  uniquely  occasioned  costs  to  be  allocated 
directly  to  the  relevant  user  group,  (b)  jointly  occasioned  costs 
to  be  allocated  among  joint  users  according  to  various 
cost-occassioned  algorithms,  and  (c)  common  costs  to  be  allocated 
among  groups  according  to  various  non-use-based  equity  criteria. 
These  components  of  cost  have  been  summed  together  for  each 
vehicle  class  to  determine  both  the  amount  and  the  share  of  costs 
attributed  to  different  user  classes. 

The  preliminary  qualitative  conclusions  of  the  cost 
allocation  study  are  that  single  unit  trucks  pay  a  tax  share 
substantially  exceeding  their  cost  share,  while  the  tax  shares  of 
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buses  and  combination  trucks  are  significantly  less  than  their 
respective  cost  shares.   Autos,  pickups,  and  vans  are  belieived 
to  pay  taxes  roughly  in  line  with  cost  responsibilities.   These 
broad  conclusions  are  the  basis  for  some  of  the  excise  tax 
changes  considered  as  alternatives  by  the  Department  of  Trans- 
portation. 

Conclusions  drawn  about  both  the  equity  of  existing  highway 
excises  and  the  desirability  of  modifying  such  taxes  must  at 
present  be  regarded  as  tentative.   Cost  attribution  can  be  quite 
sensitive  to  the  manner  in  which  costs  are  allocated.   Several 
different  procedures  for  allocating  costs  have  been  considered  by 
the  Department  of  Transportation. 

Under  the  incremental  method,  the  cost  of  the  extra  depth  of 
pavement  required  by  roads  designed  to  carry  heavy  trucks  would 
be  charged  to  heavy  trucks,  while  trucks  and  cars  would  share  the 
cost  of  the  basic  depth  of  pavement.   By  comparison,  under 
another  method  being  considered  by  the  Department  of  Transporta- 
tion the  extra  costs  needed  to  provide  durability  in  new  pave- 
ments beyond  that  provided  by  a  minimum  thickness  are  distributed 
according  to  the  number  of  axle-miles  of  travel  times  the  pave- 
ment-wear equivalence  design  factor  of  each  vehicle.   The  costs 
of  replacing  existing  pavement  are  allocated  according  to  the 
relative  damage  done  by  vehicles  in  different  classes.   The  share 
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of  costs  assigned  to  the  heaviest  trucks  is  subtantially  greater 
when  joint  costs  are  allocated  according  to  these  procedures 
rather  than  according  to  the  incremental  approach. 

Allocation  on  the  basis  of  wear  is  recommended  in  the  CBO 
Guidelines  and  appears  to  have  been  adopted  in  the  cost 
allocation  study.   However,  attribution  of  joint  costs  on  the 
basis  of  wear  or  damage  is  complex.   The  estimated  wear  or  damage 
caused  by  a  given  vehicle  will  depend  on  the  durability  of  the 
pavement  traveled  by  that  vehicle.   Hence,  cost  attribution  on 
the  basis  of  wear  will  be  somewhat  sensitive  to  assumptions  made 
about  desired  pavement  durability.   Moreover,  numerous  issues 
have  yet  to  be  resolved  in  estimating  the  pavement  damage 
actually  done  by  different  classes  of  vehicle. 

The  Treasury  Department  concurs  with  the  assessment  that  the 
cost  attribution  procedure  used  in  the  1956-65  cost  allocation 
study  is  not  an  equitable  procedure  for  allocating  pavement 
costs.   The  Treasury  Department  is  also  continuing  to  examine 
whether  the  attribution  procedures  currently  used  in  the  cost 
allocation  study  better  approximate  an  equitable  distribution  of 
cost  shares . 

V.   Suggested  Modification  in  Existing  Excises 

Specific  recommendations  for  changing  the  structure  of 
highway  excise  taxation  wejre  made  in  the  Department  of  Trans- 
portation's Second  Progress  Report.   These  proposals  have  since 
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been  modified  in  two  respects.   First,  the  specific  proposals 
under  consideration  differ  from  those  in  the  Second  Progress 
Report.   Second,  instead  of  considering  a  particular  alternative 
excise  tax  structure,  a  range  of  alternative  tax  structures  are 
currently  under  consideration  by  the  Department  of  Transporta- 
tion.  The  Treasury  Department  will  continue  to  work  with  the 
Department  of  Transportation  in  evaluating  these  proposals  as 
results  from  the  cost  allocation  study  are  refined  and  finalized. 
However,  several  comments  about  some  of  the  proposed  alternatives 
under  consideration  are  appropriate. 

Increase  in  Motor  Vehicle  Fuel  Taxes 

Unlike  the  recommendation  made  in  the  Second  Progress  Report, 
which  also  reflected  the  objective  of  energy  conservation,  the 
increase  in  fuel  excise  taxes  currently  under  consideration  is 
primarily  intended  to  ensure  adequate  and  equitable  financing  of 
the  Highway  Trust  Fund.   Whether  the  specific  amounts  under 
consideration  are  appropriate  will  depend  on  the  desired  level  of 
Trust  Fund  financing  and  on  the  final  results  of  the  cost 
allocation  study. 

Modification  in  Manufacturers  Excise  on  New  Trucks  and 
Trailers 

The  modifications  currently  under  examination  would  increase 
tax  rates  and/or  the  taxable  weight  threshold.  If  adopted  these 
changes  would  increase  the  share  of  this  tax  levied  on  heavy 
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trucks •   The  Internal  Revenue  Service  has  noted  that  raising  the 
taxable  gross  vehicle  weight  (GVW)  threshold  would  simplify  the 
administration  of  this  tax  and  significantly  reduce  the  tax  burden 
on  small  business.   Both  the  Internal  Revenue  Service  and  the 
Treasury  are  currently  studying  whether  the  specific  thresholds 
recommended  provide  desired  compliance  incentives. 

Whether  heavy  trucks  should  bear  the  increased  tax  shares 
implied  by  these  modifications  can  be  definitively  ascertained 
only  when  the  final  results  of  the  cost  allocation  study  are 
available.   Treasury  will  continue  to  work  with  the  Department  of 
Transportation  on  this  issue. 

Repeal  of  the  Tax  Rate  on  Truck  Parts  and  Accessories 

Repeal  of  the  truck  parts  tax  would  remove  a  major  revenue 
source  that  would  have  to  be  made  up  by  other  user  taxes .   In 
principle,  it  would  be  desirable  to  make  the  rate  on  parts  and 
accessories  the  same  rate  as  the  tax  on  new  vehicles  subject  to 
tax,  since  the  tax  base  for  that  tax  includes  related  parts  and 
accessories.   Given  the  modification  in  manufacturers  excises 
currently  under  consideration,  adherence  to  this  principle  would 
require  levying  a  parts  tax  only  on  the  subset  of  truck  parts  used 
in  vehicles  subject  to  the  modified  manufacturer  excises. 
Essentially  this  would  entail  taxing  only  parts  used  in  trucks 
weighing  more  than  approximately  33,000  pounds  GVW. 
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However,  the  Department  of  Transportation  argues  that  it  would 
be  administratively  infeasible  to  tax  only  a  subset  of  trucks.   If 
so,  the  remaining  feasible  alternatives  are  to  continue  to  tax  all 
truck  parts  or  to  repeal  the  tax  on  all  truck  parts.   The  first 
alternative  would  create  a  tax-induced  incentive  to  replace  rather 
than  to  repair  trucks  weighing  less  than  approximately  3  3,000 
pounds  GVW.   The  second  alternative  would  create  a  tax-induceed 
incentive  to  repair  rather  than  to  replace  trucks  weighing  more 
than  approximately  33,000  pounds  GVW. 

Repeal  of  the  tax  is  being  considered  by  the  Department  of 
Transportation  because  there  are  more  trucks  weighing  less  than 
approximately  3  3,000  pounds  GVW  than  weighing  more  and  because  the 
current  tax  entails  some  administrative  burden  to  government  and 
private  parties.   However,  this  conclusion  is  based  on  two 
specific  assumptions  which  merit  further  study.   First,  it  is 
assumed  that  the  undesirable  economic  impact  of  continuing  to  tax 
all  truck  parts  would  be  greater  than  that  resulting  from  repeal 
of  the  parts  tax  (in  conjunction  with  modifying  manufacturer's 
excises)  because  more  trucks  are  in  the  lighter  than  in  the 
heavier  weight  class.   Second,  it  is  also  assumed  that  the 
administrative  cost  associated  with  collecting  a  parts  tax  would 
be  greater  than  the  cost  of  administering  and  enforcing  substitute 
excise  taxes  which  must  be  increased  to  make  up  for  the  revenue 
lost  through  repeal  of  parts  taxes.   The  Department  of  the 
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Treasury  will  continue  to  cooperate  with  the  Department  of 
Transportation  in  examining  the  appropriateness  of  these 
assumptions . 

Modifications  in  Heavy  Vehicle  Use  Taxes 

The  modification  currently  under  consideration  would  raise  the 
rates  for  the  heavy  vehicle  use  tax  considerably  and  would 
graduate  tax  rates  by  GVW.   These  changes  are  intended  to  improve 
the  match  between  tax  payments  and  highway  use.   However,  as  in 
the  case  of  manufacturers'  excises,  the  specific  rates  proposed 
are  conditional  on  the  final  results  of  the  cost  allocation  study. 
Furthermore,  as  discussed  in  Section  III,  serious  problems  exist 
in  administering  and  enforcing  existing  highway  use  taxes.   These 
difficulties  would  be  even  more  serious  under  the  modified  system. 
Without  some  form  of  State  cooperation,  the  difficulties 
encountered  in  administering  and  enforcing  a  graduated  highway  use 
tax  would  result  in  a  significant  divergence  between  effective  and 
statutory  tax  burdens.   The  actual  as  opposed  to  intended  impact 
of  a  graduated  highway  use  tax  on  equity  would  therefore  be 
difficult  to  determine. 

Rescinding  the  Tax  on  Lubricants 

Treasury  concurs  with  the  Department  of  Transportation  that 
the  tax  on  lubricants  should  be  repealed  if  an  alternative  revenue 
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source  is  approved.   This  tax  seems  to  be  a  nuisance  to  both  the 
taxpayer  and  the  Internal  Revenue  Service  while  producing  an 
insignificant  amount  of  revenue. 

Taxes  on  Tires,  Tubes,  and  Tread  Rubber 

These  excises  contribute  to  the  overall  equity  of  the  current 
system  and  pose  no  significant  administrative  problems.   Whether 
the  specific  changes  currently  under  consideration  are  warranted 
depends  on  desired  funding  levels  and  the  final  results  of  the 
cost  allocation  study. 

VI .   Views  of  Taxpayers  and  Other  Interested  Groups 

Several  industry  associations  representing  producers  and/or 
users  of  taxed  goods  have  submitted  material  on  the  taxes  of 
direct  concern  to  them.   In  addition,  comments  have  been  pre- 
sented on  the  preliminary  findings  of  the  cost  allocation  study. 
These  materials  have  been  taken  into  account  in  the  drafting  of 
this  Second  Progress  Report  and  will  continue  to  be  solicited  in 
preparing  the  Final  Report. 
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Appendix  A 

Highway  User  Taxes:   Rates  and  Collections, 
Fiscal  Year  1980 


Tax 


Rate 


Collections 
(000,000) 1/ 


Gasoline 

Diesel  Fuel 

Lubricating  oil 

Trucks,  truck-tractors, 
truck- trailers 

Truck  parts 
Tires 


Inner  tubes 

Tread  rubber 

Annual  use  tax  on 
trucks  and  buses 


Total 


4  cents  per  gallon 

4  cents  per  gallon 

6  cents  per  gallon 

10  percent  of  manu- 
facturer '  s  sale  price 

8  percent  of  manu- 
facturer 's  sale  price 

Type  used  on  highway 
vehicle,  10  percent  a 
pound;  other  tires,  5 
cents  a  pound; 
laminated  tires,  1 
cents  a  pound 

4.75  cents  a  pound 

5  cents  a  pound 

$3  per  thousand 

pounds  if  taxable 
gross  weight  exceeds 
26,000  pounds 


4,218 
513 
108 
854 

235 

635 


27 

20 

263 


$   6,873 


Office  of  the  Secretary  of  the  Treasury    September  21,  1981 

Source:   Annual  Report  of  the  Commissioner  of  Internal 
Revenue . 

1/      Collections  before  credits  or  refunds  to  ultimate 

purchasers  for  off-highway  use  and  before  transfers  to 
the  Land  and  Water  Conservation  Fund  and  the  Airport  and 
Airway  Trust  Fund. 
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APPENDIX  B 
Surface  Transportation  Assistance  Act  of  1978 

SBC.  tOf.  KEQLlRSMEyrS  FOR  A  COST  ALLOCATION  STUDY. 

(a)  Stvdt  DiKEcrrD. — T?ie  Secretary  of  Trangportation  it  hereby 
mUhorieed  and  directed,  tn  eooperaiion  viih  the  State  highvay  de- 
psrtmejiu,  to  vndcrtakc  a  fvU  and  eompUte  inveatigation  arid  ttudy 
•/— 

(/)  the  costs  oertMiemrd  in  dfsirjn,  construction,  rehabilitation, 
and  mainicnance  of  Federal-aid  highways  by  the  use  of  vehielrs 
of  different  dimerurions.  wri/jhts,  and  other  specifications,  and 
by  the  freguenry  of  sutch  vehicles  tn  the  traffic  stream; 

(S)  the  proportionate  shore  of  such  drsigti.  eonstrurtion,  re- 
habUitaiion,  and  maintenance  costs  attributa}>U  to  each  class-  of 
persons  and  vthielrs  using  such  highways;  and 

(S)  the  need  for  long-term  or  eoniinuovt  monitoring  of  road- 

way  deterioration  to  determine  the  relative  damage  attributable 

to  traffic  and  environmental  factors. 

(Z>)  ErALVATwy  m  Cokgrzuiosal  Bvocrr  Orricc. — To  ofrisi  the 

Secretary  of  Transportation  in  the  conduct  of  the  invfstigaiion  and 

study  axUhoriaed  and  directed  by  subsection  (a)  of  this  section,  the 

Congressional  Budget  Office  is  hereby  authorized  and  directed  to  make 

an  evaluation  of— 

{1 )  the  procedures  to  be  em,ployed  in  determining  the  eguiiahle 
allocation  of  highway  costs; 

{2)  the  information  to  be  eoVeeted  to  apply  the  procedures 
identified  pursuant  to  paragraph  (I) ; 

(J)  any  special  studies  essential  to  the  conduct  of  the  investiga- 
tion ^chieh  can  be  identified  and  completed  within  the  deadlines 
established  by  tliis  section;  and 

(^)  the  procedures  to  be  employed  to  ensure  a  contimiing  equi- 
table allocation  of  highway  costs  after  study  termination. 
The  Congressional  Budget  Office  shall  report  its  findings  to  the  Con- 
gress and  to  the  Secretary  of  Transportation  within  90  days  after  the 
date  of  the  enactment  of  this  section.  These  firulings  shall  be  employed 
by  the  Secretary  as  guidelines  in  the  desion  of  the  invettigation  and 
study  autliorited  and  directed  by  subsection  {a)  of  this  section. 
(c)  Reports.— 

{1)  WitJiin  180  days  after  the  date  of  the  enartmcnt  of  this 
section,  the  Secretary  of  Transportation  shall  report  to  the  Con- 
gress on  a  plan  for  the  investigation  and  study.  Siirh  plan  shall 
include,  but  not  be  limited  to.  the  data  to  be  gathered;  the  source* 
of  such  data;  the  method  to  be  used  to  allocate  costs;  the  method 
to  he  used  to  attribute  revenues:  the  criteria  to  be  employed  in 
arriving  at  an  erjuitahh  d'lttriltution  of  the  tar  burden:  the 
agency  or  agencies  responsible  for  prrformorxre  and  rcvlnr  of  the 
study;  a  projected  schedule  for  study  performance;  and  the  esti- 
mated costs  of  the  study. 

(S)  On  or  before  January  JC.  I9S0,  and  January  15, 19S1,  the 
Secretary  of  Transportation  shall  report  to  the  Congress  the  prog- 
ress which  has  beev  mode  in  carrying  out  the  study  and  investiga- 
tion regidred  by  this  section.  Such  progress  reports  shall  include, 
bfU  not  be  limited  to,  a  disrvsrion  of  any  changes  frorn  the  study 
plan  as  submitted  under  profisions  of  this  section  and  of  pre- 
Uminortj  -findings  of  the  investigation. 

(.?)  Tlie  Secretary  shall  report  to  the  Congress  the  ftndinos 
and  recommendations  of  the  study  no  later  than  January  15. 1SS2. 
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Such  recom/mendationt  t/iall  include  any  alternative  tax  ttructurea 
vihich  the  Secretary  belUvct  would  more  nearly  acheive  an  edi- 
table diitribuiion  of  tlu  tax  burden  among  ela»$ct  of  pertoru  and 
vehicles  using  Federal-aid  hiahways,  and  the  projected  impact 
of  lueh  ttrvcturet  on  affected  induitriet  and  other  uters. 
SEC.  Un.  STUDY  OF  EXISTING  BICnWAY  EXCISE  TAX  STRUCTURE 
AND   OF   POSSIBLE   ALTERNATIVES   TO.  SUCH    EXISTING 
STRUCTURE. 
(a)  In  Gcnesal. — The  Secretary  of  the  Treantry,  in  eonntltation 
viith  the  Secretary  of  Traniportation  and  the  staff  of  the  Joint  Com- 
mittee on  Taxation^  thali^— 

(1)  review  aiui  ojialyze  each  excite  tax  now  dedicated  to  the 
Eighway  Trust  Fund  with  respect  to  such  factors  as  ease  or 
di^culty  of  administration  of  such  tax  and  tke  compliance  bur- 
dens  imposed  on  taxpayers  by  such  tax,  and 

{S)  on  or  before  Avril  16,  19S2,  report  to  the  Committee  on 
Ways  and  Means  of  the  House  of  Representatives  and  the  Com- 
mittee  on  Finance  of  the  Senate  as  to  the  matters  set  forth  in 
paragraph  {!)  and  other  findings,  as  well  as  recommendations 


(A)  improvements  in  excise  taxation  which  would  enhance 
tar  administration^  equity,  and  compliance,  or 

(B)  a  nero  syttrmof  raising  revenues  to  fund  the  Highway 
Trust  Fund  which  would  meet  the  objectives  set  forth  in 
subparagraph  (J.). 

The  recommendations  described  in  paragraph  (2)  shall  be  formulated 
in  conjunction  with  the  recommendations  of  the  cost  allocation  study 
under  section  50C  of  the  editable  distribution  of  the  highway  excise 
taxes. 

(b)  IitTtRiv  RcroRTS. — The  Secretary  of  the  Treasury,  in  consulta- 
tion with  the  Secretary  of  Transportation  and  the  staff  of  tlce  Joint 
Committee  on  Taxation,  shall  file  an  interim  report  with  the  Commit- 
tee on  Ways  and  Means  of  the  House  of  liepresentativcs  and  the 
Committee  on  Finance  of  the  Senate  on  or  before  April  li,  19S0,  and 
a  second  interim  report  on  or  before  Avril  IS,  1981. 
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APPENDIX  C 


Specific  Ezasptlons  fron  Blgbuay  Trust  Fund  Taxas 


1/ 


2/ 


Tax 


Hate  of   Tax 


gx^reclona 


3/ 


1.     Patroleua  producta 


Dlaael  fual 


4  canca  a  gallon  If  aeld  for  us* 

or  uaad  in  a  hlghvay  aocor 

▼chicle; 

2  canta  a  gallon  If   aold  for  uaa 

or  used   In  a  hlghva;  aotor 

▼ehlclc  which  la: 

a)  not  registered  or  required 
to  be  registered  for  high- 
way uae;   or 

b)  owned  by  the  United  States 
and  not  used  on  the 
highways 


2. 


Conaon  to  all  pecroleun  products 

1.   Oae  by  State  and  local  govemaenta. 

Dae  aa  supplies  for  nllltary  vessels  or 
aircraft,  veasels  angsged  In  foreign  trade 
or  trade  between  the  Atlantic  and  Pacific 
porta  of  the  Onlted  States  or  between  the 
United  States  and  any  of  Ita  possessions. 
vessels  aaployad  In  the  fisheries  or  whaling 
business,  and  civil  aircraft  engaged  In 
foreign  trade  or  trade  between  the  United 
States  and  any  of  Its  possessions. 
Dse  by  nonprofit  schools.  i 

Use  In  a  "qualified"  bua. 
Uae  by  Aaerlcan  Hatlonal  Ked  Creaa. 


3. 
A. 
5. 


b.  Special 
fuel-' 


e.  Gasoline 


d.  Lubricating 


A  canta  a  gallon  If  aold  for  use 
or  used  In  s  aotor  vehicle  or 
•o  tor boat; 

2  centa  a  gallon  If  sold  for  use 
or  used  In  a  trade  or  bualncss, 
other  than  in  a'raotorboat  or  In 
a  highway  vehicle  which  la: 

a)  registered  or  required  to 
be  registered  for  highway 
use;  or 

b)  owned  by  the  United  States 
and  uaed  on  the  highways. 


b.  Additional  exemptions  for  all  fuela 

1.  Uae  on  a  far>  for  fazslng  purposes. 

2.  Fuels  containing  at  least  10  percent  alcohol, 
other  than  alcohol  aade  froa  petroleua  , 
natural  gaa,  or  coal. 

3.  Uae  by  certain  aircraft  nusanas. 

4.  Use  In  a  "qualified"  tazlcab. 


A  cents  s  gallon; 
2  cents  a  gallon  (by  Means  of 
credit  or  refund)  If  used  in  a 
trade  or  business,  other  than  In  - 
In  a  aotorboat  or  In  a  highway 
vehicle  which  is: 

a)   registered  or  required  to 

be  registered  for  highway 
use;  or  "   ' 

b)   owned  by  the  United  States 
and  uaed  on  the  hlghwaya. 

6  cents  a  gallon 


e.     Additional   exasptlons  for  fssoline 

1.  Use,   other  than  as  s  fuol,  as  s  aatcrlal 
In  the  aanufacture  of  another  article. 

2.  Use  In  cooBerclal  aviation. 


d.     Additional   exnsptlons  for  lubricating  oil 

1.  Cutting  oil. 

2.  Uae  in  a  trade  or  bualness,  other  than  In 
a  aotorboat  or  In  a  highway  vehicle  which 
is: 

a)  registered  or  required   to  be  registered 
for  highway  use;   or 

b)  owned  by  the  United  States  and  used  on 
the   highways. 

3.  Mixing   in  prescribed  proportions  with 
rereflned  oil. 

4.  Oil  not  uaed  for  lubricating  purposes. 
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AFPOniZ  C   (eonclsuad) 


TT 


2/ 


Tm 


gate  ef  T«» 


3/ 


Exanpclons 


Tnieks  «nd   truck 
parts 


Truck  chasaia 
and  bodlaa, . 
truck  and   bua 
trailer  and   5=-.. 
•■Dltraller 
ehasala  and 
bodlaa,    tractors 
of   the  kind  c..:, 
chiefly  used 
for  highway: 
transportation 
in  comblnatloc 
vlth  a   trailer 
or  aamitrailer 

Truck  parts 
and 

accessories 
(other  than 
tires  and 
Inner  tubes) 


10  percent  of  aanufacturer's 
sale  price 


8  percent  of  aanufacturer's 
sale  price 


a.  Comon  to  all  trucks  and   track  parte 

1.  For  use  by  State  and  local  govartaiaota. 

2.  For  use  as  supplies  for  nilitary  vessels  or 
aircraft,   veasels  angaged  in  foreign  trade 
or  trade  between  the  Atlantic  and  Pacific 
ports  of   the  United  States  or  between  the 
United  States  and  any  of   its  possessions, 
vessels  eaployed   in  the  fisheries  or  whaling 
business,   snd  civil  aircraft  engaged   in 
foreign  trade  or  trade  between  the  United 
States  and  any  of   its  possessions. 

3.  For  use  by  nonprofit  schools. 

4.  For  use  by  the  Aaerican  Hational  &ad  Cross. 

b.  Additional  exanptlons  for  trucks,    etc. 

1.  Chaasis  and  bodies   suitable  for  nae  vlth  a 
vehicle  or  trailer  or  seaitraller  having  a 
groaa  vehicle  weight  of   10,000  pounds  or 
less   (light-duty  trucks) . 

2.  Vehicles  trailers,   and   s^ltrailers  with 
peroaneatly  aeunted  aachinery  er  equlpaent 
to  perfora  operations  nnrelated  to  trans- 
portation  (aanufacturisg,   construction,   stcl) 
•r-one  especially  designed  for  the  prlaarily 
function  of  transporting  a  particular  type  of 
load  other  than  avr  the  public  highways. 

3.  Artlclea  designed  to   oe  pxacea  on  trucks, 
truck  chaaais,   or  automobile  chassis  to  be 
used  prlaarily  as  living  quarters  or  caapiag 
accoaodations . 

4.  Bouse  trailers. 

5.  Aabulancea  and  hearses. 

6.  Jodles  for  processing  or  hauling  feed,  seed,  _ 
or  fertilizer  to  and  on  farms;  bodies  to 
process  or  prepare  concrete;  and  demountable 
bodies  (containers)  to  be  used  ss  a  trash 
container . 

c.  Additional  cxenptions  for  truck  parts  and 
accessories 

1.  Parts  and  accessories  suitable  for  use  and 
ordinarily  uaed  in  connection  with  paaaenger 
autOBobilea,  a  trailer  or  semitrailer  suit- 
able for  use  with  a  paaaenger  automobile, 

or  a  house  trailer. 

2.  Use  in  further  aanufacture  of  any  article. 

3.  Parts  and  accessories  prlaarily  designed 
for  use  on  or  In  connection  with  articles 
listed  in  (b:(6)except  trash  containers. 

4.  Rebuilt  parts  or  acceaseries. 

5.  For  uae  on  a  bus. 

6.  Parts  or  acceasories  to  be  resold  by  the 
purehaaer   in  connection  with  the  first 
retail   sale  of  a  light-duty  truck. 

7.  Parts  and  accessorled   (other  than  spark 
plugs  and   storage  batteries)    sold   for  use 
as  repair  or  replac^ent  parts  for  farm 
e<»ulpaent    (other  than  equipment   taxable  as 
a  truck,   truck  tractor,   or  truck  trailer) . 
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A7PEHDIZ  C   (conclmiad) 


ll 

2/ 

Ex^ipClons 

Tar  ~ 

Rate  of  Tax 

3. 

Tires,    tubes   and 

9.75 

tread  rubber 

a.     Tires  of  the 
type  used  on 

.  /  cents  a  pound  whan  sold  by 
the  aanuf acturer .     A  delivery 

a. 

Co^n  to  all   tires,   tubes,   and   tread  rubber          i 

hl«hi«7 

of  a  tire  or  inner  tube  to  a 

1.     For  ose  by  State  and  local  gevanaaats. 

Tefaides 

retail  outlet  of   the  aasufacturer 
is  considered  a  sale.     The  sale 
by  the  laporter  of  an  article 
equipped  with  tires  and   inner 
tubea  (other   than  bicycle  tires 
and   inner   tubes)    is  considered 
a  sale  of   the  tires  and  cubes   if 
on  its   sale  the  article  is  not 
taxed  as  a  truck,    truck  tractor, 
or  truck  trailer. 

2.  Tor  use  aa  supplies  for  military  vesaels  or   | 
aircraft  vassals  engaged   in  foreign  trade 

or  trade  between  the  Atlantic  and  Pacific 
ports  of  the  United  States  or  between  the        1 
Dnited  States  and  any  of   its  possessions,        ' 
vessels  ^ployed   in  the  fisheries  or  whaling 
business,   and  civil  aircraft  engaged   in 
foreign  trade  or  trade  between  the  Dnited        ' 
States  and  any  of   its  possessions. 

3.  For  use  by  nonprofit  schools. 
A.     For  use  on  a  "<;uallfled"  bus. 

i.     For  use  by  the  Aaerican  National  lad  Cross. 

1 

b.     Other   tires 

5  ceaca  a  pound.     See  (a)   above. 

b. 

1 
Additional  cxcaptions  for  tires 

1.     Tires  previously  sold  in  the  Dnited  States 

which  are  recapped  or  retraaded  other  than     ^ 

froa  bead  to  bead. 

2.     Tires  of  all  TuJin^  construction  not  aore 

than  20  Inches  in  diaaecer  and  not  aore  than 

1  3/4   inches  in  cress  section. 

3.     Tires  of  extruded  clrlAg  with  latamal  wire 

faatualng. 
A.     Bicycle  tires   (and  Inner-rtubes)    for  use  by 

by  the  purchaser  In  the  production  of  a 

new  bicycle. 

1  cent  a  pound.     See  (a)  ^bova. 

e. 

Additional   exesptlon  for  tread  rubber 

tires  not 

of  the  type 

1.     Dse  otherwise  than  In  the  recapning  and 

used  on  hlgh- 

retreading  sf   tires  of   the  type  used  on 

my  vohldes 

highway  vehicles. 

d.     Inner  tubes 

10  cents  a  pound.     See  (a)   above. 

e.     Tread  rubber 

4.75   cents  a  pound. 

-  (retreading 

or  recapping 

. 

■aterlai) 

* 

4. 

Use  of  highway 

$3  per  anttUB  per  thousand 

a. 

Use  by  State  and   local  govarnacnts. 

Botor  vehicles 

pounds  of   taxable  gross 
weight   if   such  weight       • 
exceeds  26,000  ponnds. 

b. 

c. 

Transit  type  buses  meeting  certain  fare 

requlreaents 

Dse  by  the  Dnited  Ststes   (including  the 

on  Che  hiKhwav 

Aaerican  National  &ed  Cros4  . 

Office  of  the  Secretary  of  the  Treasury 

August  1,  lyuu 

Office  of  Tax  Analysia 

1/ 

Includes  sales  of 

laported  articles. 

1/ 

The  ter«  "aaBufacturer"   includes  an   ioporter. 

3/ 

Includes  ez^^tion  by  aeans  of   credits  and  refunds  to 

the 

ultlaate  purchaser   of   tax-paid  articles. 

All   exports  are  exopt.     Diploaats  are  exempt  on   their 

purchases  under  prescribed  circuascances.                         1 

1*1 

Any  liquid  other 

than  kerosene,   gas  oil,    fuel  oil,    gasoline,   or  a  liquid   taxable  as  diesel  fuel. 

bl 

laports  arc  net   taxed. 

